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ABSTRACT 


a. ‘This document provides background | and references ‘for 
educational programs on cooperatives. Seven major topics are covered: 
Cooperatives Are Distinctive Business Corporations; Types of . : a 
Cooperatives (such as agricultural, credit, housing, - crafts, health, 
memorial association, fishing, forestry, recreation, labor, buying 
clubs, consumer, student, and legal services), Professional Workers! . 
Approach : to Organizing Cooperatives, Reacting to Requests, AnSwering. 
Questions Most Likely to Be Asked, Sources. of Additional Information 
(such as State level assistance and e xi sting cooperative education , 
and training programs) ,. and a bibliography, which provides citations 
and souvrces for printed materials on sas a organizing, 
financing, and operating cooperatives. {HP) 
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FOREWORD 


A few individuals or a larger group of people 
may approach you with the belief that forming a 


cooperative is the answer to their problems or needs. 


They want counsel on what is involved in st: iting 
and operating a cooperative. They expect you to 
appraise their problems “objectively, make practical 
ee and pive professional assistance, 
[herr aniterest may be in the more common , 
‘ij ric tural cooperative or in special cooperatives, 
sh as forestry, recreation, handcrafts, buying 
chibs, fishing, water, sewer, housing, eredit unions, 
‘or bthers. 5 

uch has been written on cooperatives, but it 


would be unrealistic to expceet you to have all the 


in forth: tion available, This publigation provides 
hack proud and references aed 
PragriMs On Cooperatives. Organizations and 
their bulletins, books, visuals, and periodicals 
listed at the back of this publication provide ready 
referee on developing, organizing, financing, 
and /persiting cooperatives, 

This publication is not intended to duplicate 
mater or references available in other forms, 
‘Br ‘icf in Some areas of major concen, it is ngt 
ay substitute for’ profess jouad assistance from 
Farner Cooperative Services Cooperative 
State Fate sien Services, State cooperative 
councils, State déparunents of ageculture, Farm 
Credit Banks, and other,professional groups and 
organizations working with ecoperatives. 

Periodical and news releases, including those on 
new publications, provide new and additional 


material, 
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ABOUT COOPERATIVES 


“A cooper ative is a valiint: Iry & “onteac tual” 
organizition of persons having a mutual owners hip 
interest in providiryg themselves a feeded aa 
on at nonprotit basis. [ois usually organized ay 
a legal entity, to accomplish iin economic ee 
through joie participation of its mesnbers, 
the investment ancl operational 
or losses inched are shared. 


fica cooperative, 
rishs, Benefits pained, 
equitably by its members in proportion to thtir use 
of the cooperatives services, A cooperative is 
democratically controlled by its members on the 
basis of their states as macdiber-users and not as 
investars inthe, capital structure ofthe cooperative.” 
People form-cooperative? to obtain serviees for 
themselves they cannot pet ais economically, 
eflicwntty, or effectively as individuals ‘Phe 
cooperative provides the structural basis for then 
to work together by pooling their biaman, financial, 
and physical resources. Phys grassroots concept 
them to obtain a variety of services; 
manudfactire and purchase supplies: produce, 
process, and market products: and pomerale sufficient 
volumes of business te iMprove barg ini ny, power 
and competitive posi ten relative: to other business ch, 


2 


COOPERATIVES ARE DISTINCTIVE 
BUSINESS. CORPORATIONS 


Three basic typ2y of bastness organizations 2 


“comprise our American private enterprise system: 


Indivictially Owned! business firms. partnerships, and 
corporate formes. Corporete forms may be cither 
for prolit and investor-oriented or like cooperatives, 
fonprofit and user-oriented (1) (4).* : 

Cope mitive smble investors 
oniented corporations ta omtwarcl appearance and 
advantiyres. Many owners 


ae amounts of 


cor por de HS fay’ Tens 


attara certain corporate 


make it possitle te accummi ate Lar: 
capital in ene business firm; business transactions’ 
can continue without interruption during change of 
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i ‘Kirkman, Ji, | fa : : 


* COFpori ition, ; 

Cooperative corporations have three distinctive bs 
characteristics: 
1, Deniocratic member conirol 

2, Limited returns on capital invested. 

3. Operation: Om i COSt ofdoing: business 
ELEY . ‘ : 


boa too , ; 
Democratic, member control sie 
C onleol: AF cdopuratives rests withi mie ribeye: , 
Control iy exercised usually on the basis of ong ‘vote 
per member, rather than multiple vores according: 
tu capital investment in the otganization.; This 
one-member, one-vote system is called dembcratic 
member control, Voting rakes phice at annual 
member mectings or other called meetings. 


Increasinply, cooperative ‘bylaws, where State 


n 
Pal 


cooperative hws permit, providy for addi tioned votes” 


per member based on the previous year's: a 


patronage in dolhirs, tonmajre, ‘or other measurement. ; 
_ This supplewental voting gives a gre aler voice 
tomembers responsible for mijor shares of 
lotal cooperative business ope nutions. "Policy 
decisions, such. as dilferential pricingen\ay arise that 
may be detrimental to cagperi tive suceess unless 
volume members have greater r voices. Thoronsh 
study is kecommended before deciding On voting 
methods other than the ong-member, one-vote: 
method (enle hs ,. a ! 
< = ad ay 

Limited returns on capital invested on 

The Capper-Volstaad: Act vives Iepaf simetionto 
the right of faymers to formally orgartize and * 
act together Without fear of antitrust action : 
ast ainst them. ig Or a Lmark cfings, COO pe rative to come 
within the protectian of this act. it nangt, either,” 
restrict voting rights to oue vote pet member ° 
or limit dividends on stock or member enpital to 
& percent per yor, Most State Statutes stipulfite’ 
im On capital invested, 

Capital is as necessary for cooperatives as for 
her husiness firms sand * Ts ee a means to an end. ° 


x 


in ae and SCEVICCS obtained as Spat rons suiei ' 
than for return on capity, Restrictions on investment 
returns discourage exploitation by entrepreneurs 
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é Cooperative Palueation ob ten ‘ 
1 Cooperative Ser view: ~? : : 

and. Paul 0. Mohn 

Business ‘Management Feonestist 

Extension Service ” so ‘ ze: 

* 27 ; “4 a : : 
a 

ownership or stall, aug ini Siely: al fitrancial ss 3 
is liinited to amount of. stocKowned in the a i 
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oN METHODS, OF DOING BUSINESS UNDER PRIVATE E 
F ra ad i a : 
, F ; cae _ A Compzpison nga 
TYPES QF BUSINESS ENTERPRISE 
€ HARAC CTERISTIC S ; 
A? 2G ‘ _ . INDIVIDUAT. PARTNERSHIP INVESTOR. 
- 2 ' 4 . ORIENTED / 
‘ i on rey 
int : i ‘ ; a aa 
7 i . a] . * i & ‘ : y 
1 i ie ¥ 1 
‘ bs iow * ‘ ‘ teve -+* - ‘ 2 
a Spine 7 8 eae WN ee Genoa! 7 
: FUNCTIONS ’ ; To buy'or prow Siinie as individual Same as’ iogfividu: cn 
’ = : a duce poods for, wy 7 
: ‘ s . sale’ or -provide ‘ ° : / ‘ 
4 et 7 : . servic’ | - : i i ‘ 
; : . : \ " a 
JORJECTIVE Profit for the Profit for thie Profiffor the 
. ; 2 to Jndividnat partners investing stock- 2 
oe is = . a oh ' _ holders kw 
. > eTUIS ERS — fae 3 The public The public. Thesutblic 
7 a8 vos a y me ae . ‘ .. . . ' 
. 7 Ow NERSHIP ANB “CORTROL (Uhe individual ‘Phe partners, The Tnyestors 
. "Sa 4@ ° fase an : Fi = 1, I ; 
. MAN: AC ee ME? a , : oar. ‘The individual The partners - Ho: he af Directors 
‘w, JBOAT SP RATS aes a Usually a Leal agreement a paves porated 
a 7 : - + unifcorporates RWWwee Me ASSOQCHMES., State law. 
a : ew . ‘ ; se Vv under State fiw yoy = . 
. . ITA nity * ". * “ASS ets of tie . Assets of the Assets of the 
: invtividi ale * 5 A partners corporation’ 
oy FURP 2 ON C ATE AL INVESTED U inlitnited” aU nlimi tect ‘Unlimited 
" ¢ 238 =. 
WHO. GETS NEV PROC REDE? ‘The indigidual f Vie partners a stockholders 
Per . m4 ' . ae ; S wg ~ 
os : ers ee eres — v7] ‘ e : = Sig ganda a 
= ' Distinctive coopergkve churacteristits , 
¥ 
al 
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CORPORAT ‘rolft : 


USE Re 
ORIENTED 
COOPERATIVE 
CORPORA: TION 


“Yo ies sup- 
Plies, market prod- 
ucts, or previde 
needed services 


Profit for the mem- 
bers and patrons 


Members and/or 
jpatrons 


Menibers-—usually 
one vote each ? 


Roard of Direetors 


Usually incorpo- 
rated under spe- 
cific State law 


Assets of the 


' guoperative 


Limited by law 


The patrons in 
ae To irse | 


4 


w 
Bp 


Operations on a : oh of grain clevators, milk plants, wool pools, cotton 
cost-of-doing-business basis , gins, livestock manbal: vegetable markets, or 
Cooperative net margins, called profit in 7 fruit packing plants. Modern marketing includes 
inves tor-oricnted corporations, are generally | coordinated processing, canning, drying, blending, 
allocated to member-users in proportion to — concentrating, extracting, freezing, or consumer 
the business volume of cach during the year, After packaging of milk, broilers, turkeys meats, 
setting aside reserves to protect cooperative ” vegetables, Fruit, nuts, anc many more products 
financial security, the remaining net margin is in highly integrated organizations, , ° 
issuiecl as patronage refunds, Thus, operations on Marketing. cooperatives enable fargier members 
a cost-of-doing-business basis are attained. “to extend control of their products so long i vis 
Cooperative Organization papers establishing their coaperative retains physical or leg mal title to a 
cooperative obligations to return net margins prior commodity handled throitgh processing, distribution... 
“roar nsactions with patrons provides a legally and sale of it (1) (3) (49015) E16) (20), 
binding contract. Amounts involved in effect Agricultural Bargaining Cooperiitives are a 
“red ice corporate income -— they belang to patrons, variation of marketing cooperatives. Producers join 
-, By law, at least 20 percent of patronage refunds to gain strength in negotiating such items as 
spfiist he returned to patrons in cash. Remaining price, quality, quantity, and’ delivery terms with 
portions may be credited to patrons when processors and other buyers. Producers delegate 
retained by the cooperative to provide additional authority to their bargaining tae ition to establish 
hapital with consent of member-patrons. Producer common quality, common price, and rules on, 
7 member patronage refunds on supplies purchased or | marketing their product, . 
- products marketed are taxable income of members —. Barge wining cooperatives“domot take possession 
on both cash and nen cash portions (1) (4). _of products or assemble, process. or Uistribule 


fae \ F : 
A a 
3 : : 4 4 : ? 
note interested invreturns than service to | Mi urketing cboperatives help frmers gd 
members (1) (4), “and process quality products to market spebification, 


Early cooperative marketing included operation 


them, Bargaining cooperatives differ:from usual” 


H . i 

‘'TYPES OF COOPERATIVES _marketing cooperatives in that fagilitics a : 

; , ’ limited aes to an office, and perhaps ; = 

Historically, cooperatives perform one or more quality testing laboratory. Some cooperatives 
of three kinds of functions: (1) marketing perform both bargaining and niarketing unctions. 

Pit prpchicts, (2) purchasing supplies, or (3) providing — Examples are dairy co-ops starting as bargaining 
services. Brief descriptions of the more common organizations but subsequently adding processing 
types of cooperatives ek ating in the United States facilities (4) C15) (16). . 
follow. : % 
Agricultural Cooperatives Purchasing cooperatives : 
‘ Farmers turned to cooperatives as economic 

Marketing cooperatives tools to gain advantage of quality and quantity 

Producing for consumer demands and finding supply purchases such as feed, feTtilizer, and’ 

. Satisfnetory means of marketing products is an seed. These carly effortsyextended to incorporate 
inercasing problern, Farmers efficient in production activities with full-time mantgers and warehouses to 
often lack time or understanding about marketing handle other productidn Supplies and services, 
lo satisfy haass marker demands. Few farmers -including petraleum products, farm. chemicals, 
have produets in quantities needed to deal direetly animal health products, fencing. building supplics, 
with kanze wholesalers or retailers. Marketing construction contragting, automotive accessories, and 
cooperatives, as quantity assemblers, provide an _ many others. | * * oe 
inércusing variety ofoff-farm marketing services + Regional cisperatives strengthened purehasing 

und processes. , ‘ "power through owmng large-scule- facilities : 

s - “ id \ . 
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- single-funetion organ 
» . - : z 


' Service. cooperatives 


_ Numerous examples of services cooperatives 
* . * , 14 o i 
provide include animal breeding, livestock feeding, 


labor, mutual insurance, 


ae 


. 


such as petroleun refineries; phosphaic, potash, , 
and “nitrogen ‘pl: its; feed mills: research, harms; 
laboratories; manufacturing plants; and other 
large-scale activitics,, 9° = Py 

~ Purchasing cooperatives’ objectives inglude - 
savings for members through qui intity purchasing, 
manufacturing, and distribu procumhng 
quatity products; and a related services 


as needed. 

, Many coupeentives perfor bath merkcting and 
purchasing functions tuthough they started as 
izations (1) (4) C15) (20). 


‘ 
? 


Cooperatives offer unlimited possibilities arid 


ure used in ever widening circles to solve. mutual 
problems and provide specialized  serviegs. 


“Service Cooperatives vary from the carly fixe 


as 


departments and insurance associ: ittons to ; 


“modern day data processing where compulers are 


the major equipment for analysis and recordkeeping. 


grazing, irrigation, rural clectric and telephone ~. 
services, farm. machinery, pgst control man iwement, 
dairy herd.improvenrent, credit, and others. Familiar 
agricultural credit cooperatives are Production’ 
Credit Associitions and Federal Land Bank 
Associations (1) (3)(4)(9) (10) (14 ane 15(17). 


Other Cooperatives ‘ 


Increasing numbdks of rural and urban ; 
cooperitives. have developed. Pasgage af the 
Economie Act and the Appalachian Regional 
Development Act of 1965, plus public reevaluation 
and concern, generated ideas for cooperatives 
other than those normally associated wilh 
agriculture, These include buying clubs and 
consumer stores, craft, eredit, fishing, foresicy 
health, housing. legal stents memoril, Migrant 
ccrcation, sewer, water, 


and many others. 

A host of other cooperatives, many national 
in scope, are jointly owned and operated by 
business organizations to provide themselves 
services at cost. These include the Florist Télegr aph. 
Delivery Association: the Associated Press. 


segments of the population, 


‘to farmers or Peichers, 


/Columbia, 


(ct nows-gathemug service): the American — 
Automobile-Association; and food, drug. or 
hardware retailer- owned wholesale cooperatives 


(QQ. 7° : va 
J 


Credit. ¢ | o as 
Two major systems of coopetutive credit 

service ex}s tog ( 1) ‘the Farm Credit System § 5 

agriculture, and (2) eredit Unions servirig/all 


The arm, Credit System is made up 0 


‘lL. Pyelve Federal Land Banks and their 553 


utiliatc’d Federit Land Bank Assogtations el 


make long-term loans secured by first mortgages on 
farm or rural real estite., Loany maybe nade 
owners af farm-related 
businesses performing on- ayn services, and 

abet homeowners, : : 

2, Twelve Federal Intey fred te Credit Banks 
provide short sand intermediate term loan funds for 
433 Production Credit Associations (PCA’s). PCA's 
make loans to, farmers or ranchers, owners of 
fyrm-related businesses, rural homeowners, atl 
Producers or harvesters: of aquatic praducls. 

3, Thirteen, B: inks for Cooperatives offer edinplete 
ciedit services ta supply, marketing, or business 
service cooperatives owned by farmer, ranchers, 
or producers, | mT 

For purposes of man: lwement, the country is 
divided into 12 farm ereditdistricts, At the 


-sani location in each distriet, there 1s a 


Federal Land Bank, Federal Intermedi:te Credit: 
Bank, and Bank for Cooperatives. District banks are 
inthiese cit Id, Mass. Baltinsore, Md, 
» Louisville, Ry. New Orleans, Ya. 
St. Lauis, Mo.: St. Paul, Minn, ZOmiha, Nebr.:  ® 
Wichita, Kans.: Houston, Tex.: Berkeley, Calif; and 
Spokane, Wash, The [3th"or Central Bank for 
Cooperatives is at Denver, Colo, 


Springfi 


S.C; 


the following: 


Banks and associations of the Farm Credh System 


are contpletely borrower Gwned. The Farm Credit 
Administration supervises, according to law and . 
inthe public interest, banks and associations 
of the Farm Credit System, sa 

The. banks obtain their loan funds primarily 
through sale of securities to ‘inyestors in the Nation’s 
capital markets, These sales are conducted by a 
fiscal agent in New York City joreny ¢ employed 
by all 37 banks (3). 7 


2 
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~ home ownership (7) (8). 


Credit Unions are financial corporations, 


chartered and supervised either by State or Federal Ld ‘lew Awareness ‘and Se Ain, of craft 
Government through Natiosal Credit Union =. culturad values, Jielp the industry overcome poor 
Administration. They are formed: by people with. © marketing conditions, provide increased incomé,’ 
gpmnion bonds through businessemployment, . ” : and: create a sense of accomplishment. ‘Basic to 
‘association, or other types of organizations within a ctonomic stability and success is knowing and 
well-defined neighborhood, community, or rural producing economidally the quality products 

district, Business organizations whose employees. buyers Want. This requires management coordination 
form credit unions often provide office space of creative and business skills (4) (20). 


on the premises. Persons hecome members by 
applying and paying small membership fees. Family Health 


money naaagement and wise credit suse’ are ~ Members prepay medical cost through monthly 
encouraged, | x premiums to consumer- -sponsored health plans, 
Credit unions make ‘lowns.te members from funds This spreads costs and helps members prepare fof” 
suved by other members. Credit committecs : possibilities of serious illness, Physicians 
schoseft fronr the membership review loan. practicing in multi-specialty groups emphasize 
applications for approval, Repayments are made keeping patient members, well through preventive 
on mutuatly agreed schedules with reasonable +... medicine, and outpatient care. Some health plans 
“interest charged on Outstanding loan balances. : vmploy doctors or establish clinics or hospitals (6)p 
Many credit unions’ refund part of interest paid by ‘ ma, . 
“borrowers each year=—altg ining oper: ition on “+ .. -Memorial associations | 
. cost-of-doing-business basis, Normally, ‘eredit, unions Three typ¢s of memorial associations are 
do not require, outside financial support, 9 ‘those (1) recommending mortuaries to members 
Most credit unions belong to State credit union without contracting, (2) contracting with 
leagues that are | ffiliates of. the Credit Union r * mortuaries for member services, and (3). 
National Association, a national trade association of _ cooperatively ‘operating mortuaries by prepaying. 
“eredit unions (9) IU), ake vA burial cost (2). a 
’ 7 “ - - . ‘ 
Housing a : Fishing oo aie i 
“Cooperative” applicd to housing means joint ' Fishermen are: confronted with lack of market 
operation of a housing development by those * information and organization within .the industry. 
who live in it. Members @wa mernbership ‘Professional help in organizing fjshermen's 
certificates or stock in the corporation carrying "purchasing and’marketing cooperatives is needed 
exclusive right to occupy a divelling unit and 7 from thé outset because organization is counter to 
partizipate én corporatiorn operations, Cooperative fishermen’s tradition of operating independently, 
housing corporations own the total property. . ‘Commercially’ fundable cooperative business 
Condontinium ownacrship permits individual ventures are highly possible. The Parm Credit Act of 
dwelling unit ownership within a total property 1971 enables lending to fishery cooperatives. 
estate with undivided interest in the common estate. | The Capital Construction Fund (CCF), PI 91-469 
Common purposes ef housing cOoperative ‘of 1971, provides a method‘of tax deferment : 
projects are to obtain adequate housing at reasonable + allowing fishermen—especially those inscooperatives 
Mortgage interest rates. Mefnbers may reduce K -favorable tax treatment in the purchase and 


building costs through self-help approaches to remodeling of fishing vesscl# (3) (4). 


: Forestry ’ a re 
Crafts . — Development of forestry cooperatives offers F 
. Cooperatives, guilds, inc informal associations "potenti! because many types may be organized. 
provide channels for purchasing production . In a woodland management co-op, several 


supplies or marketing properly designed, uniform landowners jointly employ a professional forester or 
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t i) ; a . 
z se 1 . 2 ? e 
= * * . 
_ . | mw / i. 
manager who follows the dvi cof professional =. work nfére days than workers not arganiged. 
foresters, Woodland owners could dlso organize: os? , 
a sawmill cooperative. A stud’ mill was purchased: Buying Clubs 
by 2- group of landowners and. operated as a” +. Increasing cost of. living stimulates imerest in 
cooperative. Other examples are Christmas trec simple forms of consumer cooperatives called, 
cooperatives, maple syrup cooperatives, and buying clubs. Generally, buying clubs order 
+pulbwood or saw log concentration yards, ‘merchandise on a preorder and prepaid basis for 
_ Owners of small woodland acreages, absentee members. They are handled by volumeer labor with 
Yandowners, and others can ‘benefit: by joining 15 of more members agrecing.on basic commodities 
cooperatives. By pooling their woodland ‘resources, needled with sufficient markup to justify 
they can develop large enough units to permit™ * substantial investinent of member time and effort. 
profitible operations through improved Often, their existence is limited because basic 
management and mi arketing. practices. Large volumes needs cease to exist or they “develop inte consumer 
_permit pooling of species ‘and grade for orderly |. coup stores (2) (12) (20). 
marketing (4). Sue ae : Pa : on . 
| - Pa aoe weal eth : Vain ad Rr 
ea Cre re ¢ ae , Consumer cooperatives are corporate bubinesses, 
Public demand for’ outdoor vetreation increases , generally incorporated’under State statutes or 
“annually ag more leisure time becomes available. . District of Columbia cooperative law, The 
_ Forming reer: ition cooperatives on private rural prime purpose is to provide a wide range of 
Nand shows’ patential for meeting futu te needs , economic services on a sound business bagis to open 
and increasing landowner income: * . membership through retail food stores, furniture 
-Reereation cooperatives arc classified as * stores, servic stations, optical. clinits, phairmacies, 
uset-controlled and resource-controlled, . travel agencics, and others. Members, ‘often 
_ User-controlled cooperatives are: those where active in consumer groups; are concermed with the 
resources ‘such as land or facilities are controlled: by quality anil quantity.of all merchandise and 
uscrs through lease Gr pufchase to provide nutrition in food (2) (12) (20), ‘ 
cooperative members and their families with services |” , , 
‘or facilities for outdoor recreution. Examples Student £ : 
include camps, golf, flying, playgrounds, skiing, | * “Housing problems, meal concerns, hoak needs, 


and others bring students together in cooperatives. 
‘ They pool funds and labor and agree‘on methods 
of operations to fill needs as they pursue : 


swimming, tennis, trap, shooting, or other 
facilities Operated on-a nonprofit basis. 
In resource controlled codpcratives, owners 


organize the Cooperative to develop and market education (13). 4 
recreational facilities and services or jointly purchase i . ae sae 
strvices and supplies used to produce recreation Legal services, ; 


‘. Concerns with drawing wills, settling estates, 
and other normal legal needs stimula elevelo pent 
of legal services cooperutives. They are 


income. Resourec-controlled cooperatives have 
application for adjacent landowners on a lake 
or stream desiring fo develop a single unit under 
one management for boating, swimming, fishing, 

Gamping, or hinting, Eeonomics of scale are ~ spread costs for members. : 
attained through shared capital investment for , 


improvement, promotion, and advertisement (4). 
a PROFESSIONAL WORKERS’ 


Labor ™ 4 oO : a APPROACH TO ORGANIZING 

In one case, a group of migrant workers formed COOPERATIVES © ooh 
a labor co-op to sell their services to producers. * : 
Their manager contracts with farmers for services. oe (i takes only a few me wanting to Solve 
They have transportation, and indications are they mutwal problems to generate interest in forming a 


t 


organized like health service cooperatives and help 


y 


cooperative business, These.people are usnally + 
leaders in. specified areas working to get others, + 
with similar interests involved’ in busints$ solutions. 
They. call on professional workers in: whom tney 

. place confidence for help in the cooperative forming 
* processes—planning, organizing, financing, 
managing (3) (4). — 


n 


-REACTING TO. REQUESTS 


When groups want th orgiinize coopckatives, 


* questions about, their needs must be answered. Initial 


analysis can help orient them to situations and aveid 
misunderstandings urine thie. study process. e 
Feasibility of cqoperative businesses must be és 
examined to help avoid serious problems i in getting’ 
“established. Soy @y 
Examples of qu¢ seems io ask when gtoups request . 


+‘ assistance on coope aslo Qeamientian are ‘the ee 


@ 
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following, 9 2 ete 
i What type of cooper rativilis needed? m 
2. Why js.a cooperative needed? ie 
3, Who is urging the — ofa coopaifve 
and why? i a 
4, How many cople seeintoresiad ini ; 


proposal? How bas thisyinterest been (bieemaba? . 
5. How many | 
6, What educa tional or discussion group mec 


have been held? How: many attended? Who conducted 


‘7. Has outside help {ol advice been requested? °° 

a. 80; from whom? Fy , : 
. Where do people pow get products’ Or services 
a prepared copperatiye would supply? 

9, What competition would the, proposed. ° 
_cogperi ative have? FA ; 

10. What is the capital requirement? How muck ' 
capital are organizing 3 ‘fnembers able and willing to. 
invest? Where will coaperators obtain credit? 

11. How much buginess. volume is expected the 
first ycar? Second year? Fifth year? Is this volume 


seasonal? f 
12 rativ were : organized and started 


ae pros pects of gelting a 


2. If the cooper 
in business, whit arg 
qualified managef? £ 3 
13. What ex tings cooperatives are interested in 
opening a branch oF taking in members as an 
alternative to forming a new cooperative? 


La 


me people attend cach time? «- 


‘incorpo 


q 


14, What are thé ere problems i in organizing 
this cooperative? 

15. What are the greatest assets in getting a 
cooperative started? °° wa 

16. What long-range factors or trends should be | 
considered to ensure the e0-op’s success? 

Obviously, all these questions and others will nt 
be answered when first raised, A well thought through 
plan is the best way ¢o obtain these answers and 
assure continued success for a new, cooperative 


* 


‘ 


. business, Constructive assistance often prevénts 


disastrous results from an unwisc, unassisted 
organization that may bring’ about early. ON 
discouragement, (4). * : fam 


“study Committee | - < — 


+ Considerable study and slenitag should precede” o P 
organizational decisions. A study comniittcé selected * 


“from potential, members should (1), explore and: 


- “anatlyze possible service through existing a 
42) secure professional assistance to make an a 4 ., 
‘economic fe asibility study of organizing a nowy) 
* business enterprike, including operating co 
financing, (3) determing human factors contributing 
\to. gor ous approaches to common goals, (4) 


opcrdtaliy: ESF ‘survey facility necds and determine 


have visited existing coor sat a - explore mahagement availability for sound business 
if 


: * availixbility, (6). ote problems created through 


‘organizgtion not encountered individually, and 
(7). wae ebiecties (4). " 


Organizing Committee . 
Once feasibility is established and potential 
members vote to organize, the organizing committec 
should obtain a lawyer with knowledge of State 
statutes on cooperatives to advise on legal procedures 


before drawirtg legal papers. 
“Each sae has onc or More statutes under \ which 


sonagacallical iconcrsive pone statutes ; may 
be specified. In some States, only agricultural 
cooperatives can organize. In some cases, 

ration may be more feasible under nonprofit 
or general business incorporation laws of the State, 
and the cooperatives establish bylaws to operate 


_ 


hal A 


~s 


. 


‘ 
3 ‘ A 
= i rr F # & “. 
10° under. ly other instances, groups may clect to . ising <ivelNine funds after operation starts. L ittle 
“incorporate in the District of Columbia under Public . ner 18 usually sold outside the membership, ‘becayse | > 
-. Law No, 642 (76th Congress, chapter 397-30, 3 coope tative ive, tment does not offer growth . 
Session, §, 20b 3), and then incofpor ate in their _ possibilities or rethras ike other investments 2% he 
- State'as an out-of-State corporition, — = : ; (BQ), eae . 
Greater detail on organizing, inclu ding sam ple Sources of credit. Banks, insurance companies, 
legal documents, can be obtained Frpm Ecdluca tional building and loan associations. and other 

Circular 13, How to Start a Coo pericive, and commercial concerns can make and have made’! 

: Information 100, Sarnple Legal Docemunts—Legal * - cooperitive loans. Other sources are churches and 
Phase sof Farmer Cooperatéves, publ ished by Farmer priy ate four ndations. 
beet tive Service (4), . «Many cooperatives are financed through: PrOe lg 

uniguc to cooperatives, - f 
Sp .. Banks for Cooperatives are part of the Farm - : 
7 * Oberaticna.: Pla qnirig,,. i Creclit System, offering acomplete line of credil to to 
"and Strategy : Cee a ee ~agricultural cooperatives, incliding fishing « 
cooperatives owned by producers (3), 
A sound start Hic thé, iicahood of success, National Rural Utilities Cooperative Finance 
Loft Directors ‘Should meat imaicdi itely after mem be ts Corporation (CFC) is an independent, self-help : 
elect them. [usiness matters thg board needs to act “ eredit institution created by its*member rural electric 
on include (1) electing ofc era Wes get in bylaws, . systems.to provide supplemental financing for matt 
¢2Y. authorizing ‘the secretary to print and distribute ° . clectric cooperatives (19). 
a - _ facts of incorporation and bylayyvs to mem bers, and ~ The Rural Telephone Bank was cuubished iy 
(3) conducting other’ business sone arytostart the " ‘ amendmentto the Rural Electrification Act to 
i ~ orgaritzation functioning as ou tinedin Educational « provide supplernental financing for rural telephone 
Ciretilar 18-4), = systems, An agency of the United States, the bank’ 
Directors should study General Report 120, is managed bya Baveehiet and board of directors 
Improvba Mardagementof Farnter Cooperatives, (18). ° 
published by Farmer Coope rative Service, USDA, Federal programs, A good source of locating 
and Bdurds of Directors inc vopereli ves, published up-to-date Federal prograny assistance available is 
by the University of California and Extension Service, Catalogue of Federal Domestic Assistance compiled 
~ USDA, to gain understanding of applying forthe Executive Office of- the President by the Office - 
management principles to cooperative organization. of Econpm ic Opportunity. Copies of this publication 
Objectives and policies more deftnite than those | can be found in most local Federal offices and 
stated in articles of incorporation and bylaws are through libraries (Library of Congress No. 
needed to provide boards and mahagerslinn -14-600113). (5) (8)€9)( 12). 14). 
“guidelines (4), , a e. — = 
Financing | ANSWERING QUESTIONS MOST _ 
oo - | - - LIKELY -TO BE ASKED 4 
Capital needs depend on type and size of 4 
operation. Al] standard methods and some designed Facts and figures useful in preparing talks, news 
' for cooperatives are used by. mernbers in financing. releases, and reports concerning ¢doperative business - 
Member itvestment. Sufficient meriber capital is operations constantly change. Tye most recent 
; nteded to (1) demonstrate support; (2) cornmit available statistics can bé obtained from various 
‘ necessary capital to operate the business, and (3) organizations listed at the end of tHis publication. 
entice credit sources to take the financial risk Gf For example, Farmer Cooperative Service updates 
lending to the cooperative. Member invest ment is _and publishes statistics on agriculty ral cooperatives 
attained in several ways—through fees, ducs,or | Q2)(4), 
assessments, or by issuing stock atthe outset and _ , The Cappes-Volstead Act, giving producers of ~ 
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agricultural prochets the rig ht LO join in cooperatives - 

tonmarket their prod ucts wit hou tviefating antitrust - 

fiws: Is feprodua cd in PCS Informa tion 160 and 

discussedin PCS InZorrzttion 9 7and AIC film 

C1) cd). eRe og ' 
Ouest ions ancl answers fo lowing are not a . 

com plete list or substitu te for in form ation from 

coo pera tle speciilists, Maray arpwe 28 to 

Sem itecHnic al questi ons are in Laymen's Janguage and 

may not be com plete. The a nsw ermay vary with 

Slate laws Consult tire PX tension Services, State , 


Coo pera tive couzils, of coc-peraitive associations for 


Spec ilic ansateers to Local quessticrns, 


Q- Can rroneziem ber 6 we ther serwices of 
cmuara rar wes 
Ae Petmeosta gnc cilia fal cooperatives, a certain 


-ahount al poing ember pilsiziss i conducted. 
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Blowever.to Mar main ts statuy asa’ farmer 
cooperative under the Capper-V olste ad Act, a co-op 
cinnat domore Susi tess wi Fh jenme Mbers than with 
merrbers. TRetre are sco spor lal restrictions that 
flee tthe cooper alive’s car status Consumer 
cooperatives gen eral dy serve members and 

monmen bers Maetny service Coopuratives, such ay 
fetra treat, leer te, tele phate, and creditunton, 
requrte cltny bers hip to cabtaa tse ier. 


QO. Doamemnb ery Pay anesal clues? 

A. Nodtoes ate requited in pst Cooperatives 
Flow ever i ones cime member hha pfee is generally 
requifed by cooperatives organized ona membersiip 
bisis Tf the Coopzera tive bs authored to issue capital 
scock a rlentber may hav teorbuy as Aare of voting 
s Cock 


Q. What fhawicel liez bili ydezes a person assume 
weherr jotriing ad eeupetarrve? , 

A. Incorporated Coo ptra tives or mally Limit 
fisneial liability of any mmdividualto the amount of 
money in veseed inthe eoope nitive in subseriptions to 
ceipitall stark or priem ber ship. 


OQ. Dercoepe ritiv ey require comtrcicty with 
rerem Pers ? : 

A. Many agricultciral market ug cooperatives do 
rerquice nzembvers tosegn slarketimgag reernents. This 
is the only weay nem Pers can be sure their packing or 
processing plant will Hove encugh volume to operate 


cefliciently, This is not generally true with purekasi ng 


cooperatives, although short-term contracts may 
often be required. Most consumer coOperatives do 
nol req ire contracts. 


Q., How are covperatives financed? 
A. Atleast part of the capital comes from 
members: Sources for borrowed capital were 


discussed carlier, Capital also can come fram 


members after the cooperative is operating. In other 
words, mernbers might agree to provide additionat 
Capital measured by the difference between receipts 


wand expenses. Many cooperatives and their members 


agree [Fat “net margins” may be used by the: 
cooperutive as capital. This capital is, of course, - 
allocated and returned to members on a revolving 
fund basis. More detail is found in FCS Educational 
Creular 33, 


Q. Wile farmers earn dividends or intereston 
IVE SUPSCHES IM COO Peralives? 

A. Cooperatives may pay a modest dividend on 
stock, pul chis is usually limited to the legal rate of 
interest in the State of incorporation or 8 percent, 
whichever is greater, Where dividends are paid, they 
generally run up to 8 percent a year. Certificates of 
inde bigdne ss might bear interest at the same rate. 


Q. Can members withdraw investments in 
couperdiver? 

A. Many cooperatives permit menthers to redeem 
iavestitents under certain conditions suchas (1) 
retiring from: farming ian agricultural cooperative, 
(2) leayme the cooperative trick area, or (3) 
settlement of an estate 

In addition. many cooperatives revolye members! 
livestnents at stated intervals, En such cases, 
couperatves each vear redeem investments made by 
members §, 10, or 1S years before. 


Q. Whetis the governing body of a cooperative? 

AL The governing body of a cooperative is the 
members. Lyumary cases, members must approve 
certain issues such as merging with another 
organization or liquidating the cooperative. For 
operialing purposes, however, the governing Body of 
a cooperalive i die board of directors. The board is 


elected by the membership. Tis the board's 
respons: bility to employ a mianager and delegate 


“il 


o.. 
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day-to-day management of business ope rations The 
board of diregtors is responsible for sound financial 
cooperative business Operations and for long-range 
growth and development planning accorsling to stated 


objectives, 


Q. 


plarchased far members at cove 


Why cares cooperatives price procucts 


A. Cooperduves must hays gross margins to pay 
fixed costs such as rent of purchase price of land. 
buildings, or equipment and operating costs. many of 
which aren't known exactly until the veat’s end. 


QQ. Deo cooperatives fail? 

Aw Justas many other bustnesses fail. 
coaperctives can fall because of insufficient capital, 
fanlure of members ta support the business with 
necded volume. poor management, ar operation 
uitder Other unsound business practices ” 


Qo Wat tates der cooperates pus? fi 
AL Cooperatives pay all hives required! b¢) baw 
These toehide property fares. usiiilly) imposed on all 

properties by States, counties and school distiets 
They Pay cvebe COMMUNE OT, Une mplovment 
social SE CUEELEN ined rinspor Tab lon tates: bes 
lense feos, and many more just ct arher 
corporations do. 

Contrary to popular beet Cooperative 
OF UMIZEHONS abe of exe nipel fro Pecherat rae ona. 
tives Hfowever, they can deduct froin taxable incor 
qualified net margins alloeated to patrors. 
Couperiuves ireetiig requirements of scetion 42 bof 
the Internal Revente Code of P9454 can also deduct 
amenots part as dividends on stock and amounts 
resulting [roma Gon pi tronage income dastrtbuted fo 
patrons. Agricultural cooperatives must apply for 
Sot cay status. All nonagriculdanal cooperatives pay 
Federal income tax on the same basis as any 
corporate form of business Tax matters can beconie 
quite teebmical Tf asked about them, contact thy 
Stite Ex tensron specialist Work ing: Withieoope natives 


for tefercal to mformed sourees. 


QQ. Cyt farmer cooperatives and other tvpes ef 
coaperarives He organized under the same State 
Shatiitey? 

AS Many States have separate statutes for farmer 


cooperatives and other cooperative business 
operations. Legal counsel farniliar with State 
cooperative statutes is needed fo ensure correct 


cooperative charternmg under State statutes. 


SOURCES OF ADDITIONAL 
INFORMATION 


Organizations Serving Cooperatives 


American Institute of Cooperation (AIC) is a 
national educational organization for agrieultural 
cooperatives. [ts |. 0G0 members are prinvarily 
vetric 


Anirkeoug. supply. farin credit, and rural e 
COOPEMILVES, 

It provides publications and visual aids to ex plain 
cooperatives, One of these publications, ow We 
Organize to Do Brsiness in America, is widely used 
by vocational agriculture teachers and other 
educators ATC’s monthly newsletter carries 
educational ideas and reports on whal coope nities 
and others are doing an the educational field 

ATC holds an animal institute each summer. About 
2 000 people attend, including members, eniployees, 
and directors of cooperatives, Extension Service staff 
and others in universtues; Federal and State 
poverniment representatives, young farmer couples, 
voung people; women, and others with specrtic 
Interest agriculture and cooperatives A university 
conference ang an emiployee and collegiate senna 
for new aint: and college students are held in 
econpunetion with the simmer imstitute, 

Adults atthis 3-day conference hear discusstons 
on current problems, challenges, opportumities, and 
changes needed. The young people's program 
culminites their year-long study of cooperative 
business. 

Talks at this apnualitstitite form the foundation 


of an annual yearbook, enkirged im scope and size 


(to about 450 pages) in recent vears with ot her 
articles on Current concerns of Coupe natives, 
stalisties, and trenals, 

‘The institute cosponsors programs on member 
relivions, persomne! and director training, snd related 
subjects (1). 


Cooperative League of the USA (CILUSA) is a 
national federation of cooperatives of all kinds, 
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Inehided opts dive tse nretibership are mation ad, 
regional State and losabeooserinve oreanizanions, 
setving tsembers pa housing heallh, credit. consumer 
goods, horm muarketng ang Sipply, mutualinsurance, 
eddcation, rural cleele dieatior: and travel In their 
he halt the becuie provides sersices in degustation and 
woesve tet auhaiis. cue beers ane COTA LOns, 
rescore bend des ehoproeat and rfernationa 
COOP CL AIG Pepi ssetihilnel 

The Tedmue prodtices a veck hy Cooperative News 
Servsce hor anedibers, tas adscoavaahable to other 
coopentave subscribers Th alse prodtiges a biweekly 
fe Wedetter bor tengbers, Cf ON frag and : 
WASTING FON EC aopensive Shint accompanied 
beraarely by oa Pewalanve Spanonane trom Phe Pl 
OD imoathily review of nea mete ribs and techniques 
nm cooperative education, Pde Mew oailable on 
request: ind Rorsen produced bimonthly for 
eomsbier cooperanye beadets A SEAS HO) SU, 
Croperatevey ES Fae and Pittarey is produced 
analy 

Phe Cooperative Pogue persists in ctlhoats ter 
eH Uin ee sed Gerepecr pee ch Sele pie nt tn thie 
COUTEES ad ow erscds 

The Posie alse pre dace ai kos asthe 4 
Wik PHD Of compar ise eSucbiernal and tearing 
Mmertornils taotidtine basi hoaw Gomiantiads 62) 
Credit Union National Association, Ine, (UNA) 


Wootten nenapont onan zchon serving: @redit 


umbons an the Unt States CU NA is supported: by 


ches pad by these credit wniens 

Pooweans and services of CU NAO CUR on 
an Peayppoerted by State tars ct Teaamies Ottery, 
clreeb assistance te iete than 2 FOOT S pedit 
Diretiyh the le yrites, CEN A provides 


Vinay 
phew i financial end econonme research, + 
cde hon und dese hopane nh. COMMUTE Ons, Hae’ 
ane vecounting Suppert, publie relitions and 

a crass Servtiges, dind vovernimental athairs (10) 
es (PSO) 


Federation of Southern Cooper 
provides techie bach ves ancl variety af support 
pueeranas touts 30 me aber cooaps: Mbomber co ops, 
Foe sted a the puna) Soule aie amnicultural, consuiaes, 
hopdenith and eredit usin vo ops organized by 
[OW eee people 

PSC with the Peanessce bombuthee Construction 
Project, founded the Raral Deaniye and Researeh 


Uastitvite tor prbos lade sive WAPWAT ITTV Whitipement 
2 


1 


Lo 


tuning program, demonstestion firm, development 13 
mid produecion matertals, and cob trang cind 
ckpenenee +2) 

National Council of Farmer Cooperatives (NCFC) 


promotes growth afd eHlecns ress GL CoO pe riiees, 
poimariy throwpeh nation: legrlation 

Meruibers of the Natoawal Council include 108 
operating coaperatives ancl 32 Stile councils ot 
Couper du ves, 

These members rane fron small cooperatives 
marketing scveral million dodhiss werthol 
apricultural commodities cnnually to large 
cooperatives suppling dere than $2 bilken of farm 
typuts annually 

The National Fede nition of Cea Compe rina es 
merged wath NCEC and now serves as the Cifain 
Pedenmion Disision Thay diviston promotes caminion 
HUSIMeSs Interest of regional eran, cooperatives sand 
then members throweh lowshiGon. cfernation 7 
on government repulations, and help deahng with 
Staite age Federal agencies 

The Natonal Counc and is Gotan bederatiea 
Division beprescu more than 74 percent oat the total 
bostaess volume of aarcultieal ceeperanses ined 
tielude a combined farmer mcnobership of about ls 
willie : 

The S.ithoatal ¢ oun! tats sorta hil teeereate sid 
Hatihid at bavorabbe politraad aad econoanie Clie. 
moWhreh barnes aad then couperigves can de 
Huastiiess 

The Natori Coun’ s philosoptty is keyed ty the 
poendisct Chat Arocodtote ai oss er tne indus iry. list 
remain heakehy af the CS ceononty ty be pressper 


“and prow (E83 


Found:ation for Cooperative Mousing (FCT) is 4 
nebonal non prattt restitution dedicated to research 
did cdutea hen in los onel middle meonte housing 


with chaphasis on usar Coopers tve methods. BCH 


Serviees, Ine. iy orsuimizedd asa subsidiary to provide 
COOpPer ave housing: prayects techincal service m 
architects, cnpinicenmg. site planmioyg, and 
COTMMMEIIOS Otpaniztinon Phe service asspsts in 
logatiiy sotices al dibtinee, concuetiys hen be t 
edhicanon and shan. an miaiagins! coape nity € 
hous 
Group Healeh Association of Agerien (GIA) 
pirainatess the health and well- heim od the poople of 


North America, especially threagh health programs 


V projects (7) 
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4 


meludiog Cb) prepay tent et the cue] ol ealih 


Sure. FO) group prictiecoot medic: £4) 
comprehensave Health cere at heh gemab under che 


dinscoonoaf qualified protesssenab personnel ard (4) 


dipecdonmat pol x ind acdoier ative fue ten in 


Ph sunset sertace cimdb resesreh tre 
BK 
Preres ond Poavinoninentab Poles Divisio 


PUP CHIREDION SeEVECu. formation at the 
mbtae Departinent afb esishition 

and Copmauaicatrons i P27) che aw eocnif ton 
yore aah ditonal spec inibized Support to 


myernber concerti Phisabiveaon as responseble for all 


Gos enabled? Tasch anal ather assnchiiial eebivigies 
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